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DECOMPOSING PROPERTY INTO TWO COMPONENTS: 
AN ESTATE FOR YEARS AND A REMAINDER INTEREST 



INVESTMENT 
GRADE LESSEE 



_ J-§ASE _ 
AGREEMENT 

r " 

T 



SUBJECT 
PROPERTY 



FINANCIAL INTERMEDIARY 



ESTATE FOR YEARS 



10 



REMAINDER INTEREST 



125.00% 
100.00% 



PRESENT 
VALUE 



PROPERTY VALUE 

FUTURE VALUE UPON 
MATURITY OF ESTATE FOR YEARS 
(E.G. 10TH YEAR) 



50.00% 
25.00% 
0.00% 







ESTATE 
FOR YEARS 




UNEN- 
CUMBERED 
PROPERTY 






UNEN- 
CUMBERED 
PROPERTY 




REMINDER 
INTEREST 



UNEN- 
CUMBERED 
PROPERTY 



7.20% IRR 14.90% IRR 17.50% IRR 



28 



LOGIC MEANS 



WORD PROCESSING 
PROGRAM 



STORED 
DATA FILES 



SYSTEM 12 




MEMORY 
SYSTEM 






DIGITAL COMPUTER 
WITH CENTRAL 
PROCESSOR 



A/K/A 
OUTPUT MEANS 



FINANCIAL 
ANALYSIS 
OUTPUT 



PROCESSED COMPONENT 
FINANCIAL DOCUMENTS 



STORED MODEL FINANCIAL 
DOCUMENT FOR THE 
ESTATE FOR YEARS 



STORED OTHER 
FINANCIAL DOCUMENTS 



STORED MODEL FINANCIAL 

DOCUMENT FOR 
REMAINDER COMPONENT 




m 




Fig. 4 



Fig. 4A 


Fig. 4B 


Fig. 4D 


Fig. 4C 
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INPUT: 
TAX BRACKET 
OF ESTATE FOR 
YEARS PURCHASER 
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INPUT: 
TREASURY BOND 
YIELD CURVE 



76 



T 



1 



78 



INPUT: 
RENTAL 
INCOME RISK 
PREMIUM CURVE 



i 
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OUTPUT 
SELECT TREASURY BOND YIELD 

RATE AND CORRESPONDING RISK PREMIUM. 
ADD: RENTAL INCOME YIELD RATE 

= TREASURY BOND YIELD RATE 
+ RENTAL INCOME RISK PREMIUM 



84 



MULTIPLY: OUTPUT 
AFTERTAX INCOME YIELD RATE 
= RENTAL INCOME YIELD RATE 
TIMES (1 -ESTATE FOR YEARS 
PURCHASER TAX BRACKET) 



£ 



91 



COMPUTE: 0UTPUT 
ESTATE FOR YEARS 
AVERAGE LIFE, HALF 
LIFE, AND DURATION 



92 



INPUT: 
PROPERTY VALUATION 



94 



INPUT: 
EXTRA COSTS/FEES 
DUE TO SPLIT PURCHASE 



96 



ADD: 0UTPUT 
PROPERTY SALE PRICE 
= PROPERTY VALUATION 
+ EXTRA COSTS DUE TO 
SPLIT PURCHASE 



Fig. 4A 



Fig. 4B 



■as 
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3 = 



INPUT: 
GROSS 
RENTAL 
PAYMENTS 



<L 

INPUT: 
PRCPER7Y 
HEATED 
OWNERSHIP 
COSTS 



5L 
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INPUT: 
WRAP 
INSURANCE 
COSTS 
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1^ 



COMPUTE 0UTPUT 
NET RENTAL PAYMENT 
SCHEDULE DURING 
ESTATE FOR YEARS TERM 



r_ 

INPUT: 
DATE A 
= SPUT 
PURCHASE 
DATE 



70 



72 





INPUT: 
0ATEB = 

EXPIRATION 
DATE OF 
ESTATE 

FOR YEARS 



T3 



COMPUTE: QUTPUT 
STATE FOR YEARS TERM 
: LENGTH OF TIME FROM 
DATE A TO OATE 3 



U 



COMPUTE: Guwr 
ESTATE FOR YEARS PURC'riASE PRICE 
= PRESENT VALUE OF NET RENTAL PAYMENTS 
DISCOUNTED AT RENTAL INCOME YIELD RATE 
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OUTPUT 



COMPUTE; 
CAP RATE 



112 



INPUT: 




PERCENTAGE OF 




PROPERTY VALUE 




NOT DEPRECIABLE 





r 

1HPVT: 
ptrruits 

valve 



4 



* 



Fig. 4C 
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OUTPUT 
COMPUTE; 
PRESENT 
VALUE OF 
ENHANCEMENT 
(S AMOUNT AND % 
OF PROPERTY 
VALUE) 



SUBTRACT: 



REMAINDER INTEREST PURCHASE PRICE 
= PROPERTY SALE PRICE - ESTATE 
FOR YEARS PURCHASE PRICE 



OUTPUT 



100 

IS 



COMPUTE: OUTPUT 
REMAINDER INTEREST IMPLIED ANNUAL 
RETURN = ANNUAL GROWTM NEEDED FOR 
REMAINDER INTEREST PURCHASE PRICE TO 

INCREASE TO PRorB&Y YALUATIQtf 

FY END OF ESTATE FOR YEARS TERM 
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COMPUTE: OUTPUT 
ANNUAL AND QUARTERLY SCHEDULES OF 
ESTATE FOR YEARS AMORTIZATION/COST 
RECOVERY DEDUCTIONS AND SCHEDULE OF 
TAX BASIS AFTER DEDUCTIONS 



I 

y 



114 



COMPUTE: OUTPUT 
•QUARTERLY NET TAX PAYMENTS (PROJECTED) ON 
ESTAi t FOR YEARS = QUARTERLY RENTAL INCOME 
MINUS QUARTERLY COST RECOVERY DEDUCTIONS, 
DIFFERENCE MULTIPUED 3Y PROJECTED 
TAX RATE OF ESTATE FOR YEARS PURCHASER 
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T 



COMPUTE: OUTPUT 
AFTERTAX ESTATE FOR YEARS YIELD = INTERNAL 
RATE OF RETURN ON AFTERTAX CASH FLOWS 
AT ESTATE FOR YEARS PURCHASE PRICE 



•118 



DIVIDE: OUTPUT 
PRETAX ESTATE FOR YEARS BOND EQUIVALENT YIELD 
= AFTERTAX ESTATE FOR YEARS YIELD DIVIDED BY 
[1 MINUS E5TATE FOR YEARS PURCHASER TAX BRACKET) 
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COMPUTE: 30ND EQUIVALENT ESTATE 



OUTPUT 
r OR YEARS VALUE 
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• 



INPUT: 
RENTABLE AREA 
IN REAL ESTATE 



-104 



(FOR REAL ESTATE ONLY) 



1 
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OUTPUT 
COMPUTE: 
REMAINDER PRICE 
PER SQUARE FOOT 
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INPUT: 
ZERO - COUPON 
RISK - FREE RATE 
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OUTPUT 
COMPUTE: 
PROPERTY PRICE 
PER SQUARE FOOT 
AT END OF ESTATE 
FOR YEARS TERM 
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